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ABSTRACT 

A competent staff in financial administration at an 
institution of higher education is not adeguate in itself. The volume 
of transactions is too great, the external restraints too numerous, 
and the stakes too high to deny the value of an independent audit. It 
is in the best interests of the institution to develop a receptive 
attitude toward auditors and to assist in facilitating the conduct of 
the audit. Steps that both the institutional staff and the auditors 
can take to contribute toward improved mutual relationships in 
financial audits are presented. (WJM) 
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By Max A. Ilinklcy 

CVrtaiti LhangLS in higher educatiiMi ailniinistratiiMi dur- 
inj: UiL- last scvL-ral vcars haw proinpied Ci>Ilcges and 
uniwiMlics to im\M'o\c their standards tor acuniniahility 
and fiscal L\>ntroI. AnuMii: these are the increasing use of 
certified public accinintants for audits, steps taken hy pro- 
fessii>nal organi/attiMis iinvard staten.ents of aeciuiniing 
standards, and in partieiihir the reliance on federal funds 
subject ti> the examinations of federal auditors. Public in- 
stitutions have additional indueement to meet higher stand- 
ards of financial administration in tlu^se states where tiie 
professionalism i>f state controllers and state auditors has 
been imprmed. 

A Comparison between pas! and present audit reports 
of public insiitutiims could lead \o the false conclusii>n that 
there has been serious deterioration in insiitulitMial fniancial 
reports over the y^ars. Ht>wever, it is more likely that in 
earlier years the standards oi bolh the institution and the 
state auditor were tow compared io those i)f the present, 
For example, a decade or si> agi> the stale auditor's staff 
may have devoted fifteen man-weeks io an institutitmat 
audit and subsequcntiv released a brirf repi>rt indicating 
everything was shipshape. Itniay, ten to twenty times the 
manpower may be allotted ti> the same }oK and the audi- 
tor's comments may he lengthy and list numerous de- 
ficiencies. 

Current Ihiancial reports of state universities, and ctrllcges 
probably arc much more reliable than fi>rmerly. The transi- 
tion has occurred in various degrees in different states, hi 
cases whcfe a rise in the state auditor's standards preceded 
action by institutions, the instituiicnial staff Ci>u!d only react 
by trying lo upgrade their operations. 1 hey suffered the 
consci?ucnccs of the inevitable time lag between efforts and 
results. Other state mstitutitMis tiH)k the initiative and be- 
gan programs of self-examination and seif-improvement, 
thereby preserving the confidence of the legislatures and 
the public, 

A financial audit invariably icsults in findings, since the 
performance of the institution is never without flaw. But 
it is the degree to which the findings are ct^nsequential that 
affects confidence in the fiscal i^peration of the institution. 
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A competent staff in financial administration is not ade- 
quate in itself. The volume of transactii>ns is loo great, the 
external restraints tiH) numerous, and the stakes loo high 
lo deny the value oi independent audit. It is in the best 
interests of the institution to develop a receptive attitude 
toward auditi^rs and to assist in facilitating the conduct of 
the audit. 

I Iff Ittfit' #*/ I«i/i7<#i*.s 

It may be difficult to achieve a positive attitude under 
Certain circumstances. Where colleges and universities have 
failed to improve financial administration to meet the re- 
quirements of new and complex programs and resptinsibil- 
ities — particularly where institutions hiivc failed to meet 
new stantlards imposed by external authorities the audit 
can result in findings of numerous significant deficiencies. 
In this situation the pn^hlems of the institution tend to 
multiply. The auditors may work for months in their 
attempt lo ctmduct a conclusive examinatiini. Involvement 
with the auditors may leave institutiiuial personnel with 
little or no time to plan and implement nw improvements 
needed. 

The difficultit's are ciMnpinmded if two or more sets of 
auditors are making examinatii^ns simultaneously. In at 
least one case three different sets of auditors were at work 
at the same time: state auditors, federal auditors, and a 
CTA firm, earh group primarily concerned with different 
aspects of the ofxrrations but inevitably iwerlapping. 

When internal controls and prmvdures arc deficient, the 
auditors may bring so many problems to light that the stafT 
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4>f ttu- institiituMi IcAiUs i^\ pti>hlonts fiuich thati it is 

Able [o solve liicni. Il is liiflkHiIi [o work uywAwl inipn^vcd 
ivlatunisliips Hith the auditors at Muh a tniKv HiHVt'V^.*!', 
au.litiMs* fiiulnit^s aiu! i\'piH'ts jiul tlu'it iiisccnitiicnt i>l" 
JwticiciK-ics nia> i!i\c injpctus to tlu- vU'\L-Ii>p!nwiu o( im- 

piUXWllK'Hts and lK*Ip U> sw*t tlu* duWtUMl ol sUi1l etliHts. 

Naturallv. u is far IvlKT hu- tlu* itisiituliiMi to a\i>id L\*t- 
tinu iiit*^ \uliK-iahIc cnvuniNtaiK\'s m ilic tiisi place. I Ik* 
iiKtitutiiMi sMll sht>uki lakw' tiu' initiatisw' to tiu\'t ncccssatv 
stamiariU ou its own, ratlwr than sinipK iwuniiiu \o the 
tituiinuN and reaMnnicndatiiniN auditors, I he ivst wav 
ti^ a\i>id adverse tnufincs by aydili>r,s i. to do .u) acceptable 
job hcloie the audil lakes place. ' 

A ininenicin eurrcntlv is iiiidcrvvav h\ iioverniiieiilal 
aiulili^rs to iunisI iui !ui:lier standaids on the part of both 
auditces and thenisw'K es. and aNo \o :iue!neni the numbers 
iM] their auditing: staffs. This development will atlVet a!! 
nistitutii^nal adttiiniNiration, lun oiiK financial aitmini>tra- 

I he mi>vcnient inti> fvrUu'niance auditniu is reeeivine 
much atteniii»n an^i there appeals to be si>mc de-emphasis 
o\ tintincial audits. ! here are si>me r'cscr\at!i>ns amonu 
business nfticcrs Ci^ncerfunu the LM-<nvtnu tetuicnev of tinan- 
eral auditors u> extetid their aetivtv bevond tiie area of 
tnianciaf adnnnistratiini iiitoi^thcr phases o\ the i^perations 
o\ ct^llei.*es arid liUiverxUies. I tiei'c mav he some diUibt as 
to iIh* competincc of a financial aiiditiM' in iioinu a per- 
formance auiiil. l-ven a speeiahsl Ciiucatiim ma\ not 
be MfnicieniK quaiitict! ti> warrant siq>port when juiicinLl 
fhe pctformanee o\ nunu-rtuis e\periefjccwi ciiuciitors v^hi> 
have iievoted their careers their particular functions. 

1 liere is fear thai sncli pcrfinniance audits mav have 
repercifssUMis i>n tlic inerall auditini: cllort and mav utider- 
mine the professitnia! prcstiije of auditors. If this tieveii^p- 
ment shoutit be coinbincii vviih a ticulect i.f fiiianeial audits, 
the result vvoiild b^- damaiiini: iUiteed \o the acceplanee of 
the auditini: funetioti. 

Si>nic auditi>rs iilso apj>ear to be concerned about the 
acceptance oi perfi^rmatiee aiuiits. as *^})ov\n in their iirop- 
ini» ior a label Uiat will (v acceptable to auditees. SiMiie 
sugut^st that the terms 'Mnanai^ement audit'* and "per- 
ftn'nianee audit" are too abrasive. '*Pf<\urani audil" may 
Iv Xoo limitine. *'f*i!'ectiveness audit** itivs inn have the 
riL^ht rinj!. Sonic have settled on "t^perattonal audit/' which 
mav be a near-mcanint^lesN tet f)i in this context. 

Where state aiiilitiws aie C{>ncerneii. it mav be appro- 
priate to devote res{>utces \n \\w u[\urading of fiscal oper- 
ation^ in the varituis states before extentiinu efforts into 
unexplored areas. 



A ease c*m be nuide that more independent revie*v and 
ludatnent of performafice can be benclieial. I lie deubi lies 
in whether financial auditi^rs are compeleui to cond.iet such 
aettvitv. In hicher education it vv4Uild seem preferable to 
have teams of iiuahticd, praetieh^i: eiiucalors appraise the 
perfiM'inance oi their Ciumterparts. \oy example, the 
phvsics department oi an rnstitutii>n can be evahiated by a 
competent team from the pliv^ics depariments o\ other in- 
stitutions. At least one institution is empioyinu this device. 
In fact, periodic examinations bv accreditinu teams now 
et>nstitute a t\pe of perform^mce audit in hiuher etiueatii)n. 

In norm*tl eiremiistances there are wavs in which both 
the auiiiti>rs and the staff of the instnuiiiMi can ci^niributc 
Itwvard improved mutual relationships rn financial audits. 
! iie tollowini: poitits have l\*en devcKipcif from experience 
and friun Liiscussion with financial oflieeis i>f varii>us 
eorpi^ratiiMis and InstitutiiMis, 

n hat fh • l!t>titniii*f9til "sfntj i ati 

I. I'UdcaviM* to instill in its pcrsi>nncl .m understanding 
i>t the ri)|e of auditors. Pci'soHs with financial re- 
sponsibiHtv sliiuiki be eneourai'ed to vvu-tci>mc an 
audu. Only with re^iular audits is there a dei»ree of 
asstuance Xo the indiviiiual thai he oi she tUid the 
iiepartment are adequatelv carrvinx: lUit their rcspim- 
sibiiities. Audits prtwide reassurance not iwily to the 
institutional staff bi;i \o the uovcrniui: board, tinan- 
eial stip|>t Afters, the fctleral uovermnent, the bond- 
lu^ltiers and. h\ the ease of stjte if^titutiiUis, the 
leeislature and the eiti/ens of th^, ,^tate 

2- Build effective ei>tnmunieations wuh auditors. When 
a new ^ituatiim arises, the institutiiui can bencfn by 
eathtiu uf>i>n auditt>rs \o analyze its tetitative positi<m. 
If top-level administrators maintain a uood relation- 
ship with auditors, the attitude will be retlected 
by sub4)rd mates. 

,V Develop aeemrntinu and pnwdures manuals and 
keep ihen) ujHlated. Auditors may use the manuals 
as a source i>f reference, as a means of determining 
what interna! eontrttls are intendeti to be in elFeet in 
i^wWr to appraise them, and as an instrument to audit 
against. 

4. Prepare annua! fmancial statements and supporting 
work papers. Formats i*f both sht>uld be prepared 
in advance of year end. I bis makes the schedules 
part of the representalitMi t^f tlie institutitni and in- 
creases the efftcicney of the aiufitors. 

5. Schetiuie vvtirk with the auditors anil adhere to the 
schedules. F-ailure Xo have schcduieil vvi^rk reaidy 
will throw the entire program into cliai>s. 'f'he audi- 
tt>rs are then over-stalTed i>n the job. If they re- 
assign staff to other auditees. the audit staff may not 
be available iox the original \oh wlien the wt^rk is 
ready. 
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6. Knanu-agc institulii>nal pwrsonncl io be receptive \o 
criticism and ^UiiucstionN, lo avoid a defensive atti- 
tude, and to ctMinider reeomniLMidatiiMts honestly. 
Where noerilieism is Ci^ntained in tlu' auditiM \ com- 
ments there is likely io Iv stagnaiiim tm Inilh the 
part of the aiiditeeMnstitutUm and on the part of the 
auditi>rs. Ahnosl invariably any ehanye in internal 
control that helps or satisfies the auditors shi)uld 
already have been made lor the benetit of the insti- 
tution. 

7. lake full responsihtlity \'oi staff aeiii)ns and in- 
actions. It slunild consider itself lo be aeci^untable 
ior the reeomniendatiiMis of the auditions. Each 
reetMiunendatiiMi sh(>uld be studied serii>usly. The 
institutiiUi'v Stat! either should agree and implemeiit 
the rwvinniuvndalioii or it Nhinild iliNagree and i:ive 
the reastMis. \ o ignore reci>nmiendatii>ns is to mani- 
fest poor management, 

H hut thv iutiititrs ( ftn Iht 

1. C ontinue the deveK^pment tiWard appraisal of more 
than just the tuiancial statements, //oh' were the 
results bri>ught about? ere the hnaneial priKvdures 
haphazard or \veil-t>rgani/ed7 Was the administra- 
tive process a burden or a help to the i>peration of 
institutional programs? As a resuh i)f their inde- 
pcndenee and their coir icts with t^tlicr i^perat*ons. 
the aaditi>rs arc quahficd io make appraisals and 
suggestions regarding financial operations. 

2. (\msciousl\ and continucnisty endeavor to be a 
model of good management, Auditors should phm 
the joK t>rgani/c il by prii^rities. and then tollow the 
phm. Perhaps auditors eould make belter use of 
inter. kul ct>ntri)Is over the pcrfi^rmancc of their o\sn 
audits. More etTi^rt eould be made io avtiid over- 
lapping of assignments and repetition of inquiries of 
the tvrgani/ation being audited. A gtnul policy would 
be to ctmiplete each job in turn. When a numlier of 
jobs are only partially completed, there is wasted 
effort involved in the process of giving hack and 
finishing up. 

The overall audit should be Ci>nsidered inci>mplete 
until the report is released. Reportedly a per- 
formanee audit 4>f a midwcstern university was re- 
leased about four years following the field work. 
What is to be said about the performance of the 



audit4>rs respimsible for that performance audit? 
And of what value is it to the institution ti> receive 
an appraisal thai is four years out of date? The 
uuditiMs should adhere lo the standards that they 
i.ften expect of the institution in the clarity and co- 
herency of their own work papers. There tends to Iv 
an undermining of eonlidence in the audit if the 
auditors refer to a deficiency and then are unable to 
identify it. 

3. Work toward obtaining the res|vct and acceptance 
of the personnel of the organi/aHtm being audited. 
Auditi>rs should avoid cynicism and arr4>gancc. 
When first entering a department, they should intro- 
duce themselves to the department head and explain 
their mission. They should be open and forthright 
in their W4>rk and try io devek>p an imderstanding 
of the WDrk K^ad of auditee persinmel. They should 
ni>i be disappi^inted when an auditee is already 
aware of a deficiency and is Wi>rking to i>vcrcome it. 

4. Ciive adequate rec4)gnition \o practieality. training 
as line managers would be valuable to auditors, since 
a manager constantly must make Cijmpromises be- 
tween the ideal and the practical. Auditors should 
not over-emphasi/c a minor matter that would he 
ciistly to implement. They should rememlvr that 
the college or university being audited must bear the 
financial responsibility for implementing any recom- 
mendatiiin. 

5. Kni>w when to quit. Auditors need to identify the 
po'mi at which the job should be concluded and 
then stop. 

6. Retain their independence. An auditor is neither 
helping an institutiim by favoring it nor by criticizing 
unfair!) , But the auditor who strives fi^r fairness and 
(objectivity will earn increasing respect. 

While there is a natural tendency for individuals to be 
less than enthusiastic about any iypc of examinaticm. the 
examinatti^n by auditors can be made to be less I'f an ordeal 
for all parties than it sometimes is. Both auditiw and the 
auditee should consider that they have the same i^bjectivcs 
and hence are not antagonists. 

If the institutional house is in t>rder, if the auditors arc 
professional in stature and if bi>th the staff of the auditee 
and the auditi>rs take et>nscientious steps ti>ward gtuxl re- 
latii^ns. the result can be one of mutual hrnefit and satis- 
faction. 
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